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OATH OR AFFIRMATION

1, Jeffrey A. Schuh , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Residential Funding Securities Corporation

of Decemher 21 ,20__ 04 , aretrue and correct. I further swear (or affirm) that

, as

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

A R AR v i
MAREN E. OrRZYNSK) ?’, Signature

) NOTARY PUBLIG ~ MINNESOTA
2g% COMISSION P é Jeffrey A. Schuh, Senior Finance Offi

JANUARY 31 A}as

~ Notary Publlc \__ 0

Title

Thxs report ** contains (check all applicable boxes):

(a) Facing Page.

[ (b) Statement of Financial Condition.

O (c) Statement of Income (Loss).

[0 (d) Statement of Changes in Financial Condition.

O (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

OO (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

[0 (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

@A (1) An Oath or Affirmation.

[0 (m) A copy of the SIPC Supplemental Report.

O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PRICEAVATERHOUSE( QOPERS

PricewaterhouseCoopers LLP

Suite 1400

225 South Sixth Street
Minneapolis MN 55402
Telephone (612) 596 6000
Facsimile (612) 373 7160

Report of Independent Auditors

To the Board of Directors and Stockholder of
Residential Funding Securities Corporation
(a wholly owned subsidiary of Residential Funding Corporation)

In our opinion, the accompanying statement of financial condition presents fairly, in all matenal
respects, the financial position of Residential Funding Securities Corporation (the “Company”) at
December 31, 2004, in conformity with accounting principles generally accepted in the United States
of America. This statement is the responsibility of the Company’s management; our responsibility is to
express an opinion on this statement based on our audit. We conducted our audit of this statement in
accordance with auditing standards generally accepted in the United States of America, which require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statement, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

The Company is a wholly owned subsidiary of Residential Funding Corporation and, as disclosed in
the financial statement, has extensive transactions and relationships with its Affiliates. The financial

position of the Company is not indicative of that which would have occurred had the Company
operated independently.

Pruicentikonse oopers LLP

February 24, 2005



Residential Funding Securities Corporation
Statement of Financial Condition

December 31, 2004
Assets
Cash and cash equivalents $ 15,804,065
Cash segregated under federal regulations 1,010,000
Receivable from brokers and dealers 52,772,232
Receivable from customers 183,490,305
Trading securities owned, at estimated fair value 498,279,839
Trading securities purchased under agreements to resell 266,536,262
Accrued interest receivable 2,379,070
Current taxes receivable 705,143
Deposits with clearing organizations 459,001
Total assets $ 1,021,435917

Liabilities and Stockholder's Equity
Liabilities

Payable to brokers and dealers $ 47,273,601
Payable to customers 216,580,420
Payable to Affiliates 4,228,646
Trading securities sold, not yet purchased, at estimated fair value 265,372,104
Trading securities sold under agreements to repurchase 300,673,639
Other liabilities 1,667,500
Total liabilities 835,795,910
Subordinated liabilities with Affiliates 100,000,000
Stockholder's equity
Common stock, no par, 3,000 shares authorized, issued and outstanding 75,000
Additional paid-in capital 31,925,000
Retained earnings 53,640,007
Total stockholder's equity 85,640,007
Total liabilities and stockholder’s equity $ 1,021,435,917

The accompanying notes are an integral part of this financial statements.
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Residential Funding Securities Corporation
Notes to Financial Statement
Year Ended December 31, 2004

1.  Organization and Description of Business

Residential Funding Securities Corporation (the “Company”) is registered as a broker-dealer under
the Securities Exchange Act of 1934 and is a wholly owned subsidiary of Residential Funding
Corporation (“RFC” or “Parent”). RFC is a wholly owned subsidiary of GMAC Mortgage Group,
Inc., which 1s a wholly owned subsidiary of General Motors Acceptance Corporation (“GMAC”).
GMAC is a wholly owned subsidiary of General Motors Corporation (“GM”). RFC, GMAC
Mortgage Group, Inc., GMAC and GM and their affiliates are collectively referred to herein as
“Affiliates.” The Company underwrites, distributes and provides capital market liquidity for
mortgage-backed and mortgage-related asset-backed securities sold by Affiliates to both
institutional investors and financial institutions. In addition, the Company regularly trades
mortgage-backed securities, asset-backed securities and other fixed income securities with brokers,
dealers and institutional investors for the Company’s account.

2.  Significant Accounting Policies

Cash and Cash Equivalents
Cash and cash equivalents include cash funds in overnight investments, short-term commercial
paper and other short-term investments.

Cash Segregated Under Federal Regulations

Cash segregated under federal regulations represents cash that has been segregated in a special
reserve bank account for the exclusive benefit of customers pursuant to Rule 15¢3-3 of the
Securities and Exchange Commission.

Receivable from and Payable to Brokers and Dealers and Customers

Securities transactions are recorded on a trade date basis. The amounts receivable from and
payable to brokers and dealers and institutional customers result from delivery-versus-payment
transactions.

Trading Securities Owned and Sold, Not Yet Purchased

The Company owns mortgage-backed securities and asset-backed securities held for trading.
These securities are recorded on trade date at estimated fair value with unrealized gains and losses
recorded in the statement of operations. Fair value is estimated based on a combination of
information obtained from recent comparable sales of securities, indications from dealers,
anticipated prices based on activity in the market and discounted cash flow analyses.

Trading Securities Purchased Under Agreements to Resell and Sold Under Agreements to
Repurchase

Trading securities purchased under agreements to resell and trading securities sold under
agreements to repurchase are treated as collateralized financing transactions and are carried at the
amounts at which the securities will subsequently be resold or reacquired as specified in the
respective agreements, plus accrued interest.



Residential Funding Securities Corporation
Notes to Financial Statement
Year Ended December 31, 2004

Income Taxes

The Company is included in the consolidated federal and several unitary and/or combined state
income tax returns of GM. The Company provides for its state unitary and combined filings
pursuant to a tax sharing arrangement with GM. GM periodically settles these income tax
liabilities or receivables. Any separate company state tax liabilities are accrued for on a stand-
alone basis.

Income taxes are accounted for using the asset and liability method. Under this method, deferred
tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and habilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates
is recognized in income in the period that includes the enactment date.

Fair Value of Financial Instruments

The financial instruments of the Company are reported on the statement of financial condition at
market or estimated fair value, or at carrying amounts that approximate fair values because of the
short maturity of the instruments.

Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities and the reported amount of revenues and expenses. The Company’s estimates and
assumptions primarily arise from risks and uncertainties associated with credit exposure, interest
rate volatility and regulatory changes. Future changes in market trends and conditions may occur
which could cause actual results to differ materially from the estimates used in preparing the
accompanying financial statements.

Risks and Uncertainties

In the normal course of business, the Company’s customer and trading activities involve the
execution, settlement and financing of various securities transactions. If the transactions do not
settle because of failure to perform by the counterparty, the Company may be required to discharge
the obligation of the nonperforming party and, as a result, may incur a loss if the market value of
the securities are different from the contracted amount of the transaction. The Company does not
anticipate nonperformance because the counterparties to these transactions are generally
sophisticated institutional investors. The Company’s policy is to monitor its market exposure and
counterparty risk. In addition, the Company has a policy of reviewing, as considered necessary,
the credit standing of each counterparty with which it conducts business.



Residential Funding Securities Corporation
Notes to Financial Statement
Year Ended December 31, 2004

3.  Receivable from and Payable to Brokers and Dealers

Amounts receivable from/payable to brokers and dealers at December 31, 2004 consist of the

following:
Receivable Payable

Receivable from/payable to brokers and dealers $ 46,593,810 $§ 22,962,218
Securities failed-to-deliver/receive 1,736,526 24,311,383
Underwriting fees receivable 3,572,559 -
Other 869,337 -

§ 52,772,232  § 47,273,601

4.  Receivable from and Payable to Customers

Amounts receivable from/payable to customers at December 31, 2004 consist of the following:

Receivable Payable
Receivable from/payable to customers $ 173,275,790 § 216,580,420
Securities failed-to-deliver/receive 10,214,515 -

§ 183,490,305 § 216,580,420

5.  Trading Securities Owned and Sold, Not Yet Purchased

Trading securities owned and sold, not yet purchased, at estimated fair value are as follows:

Sold, Not
Owned Yet Purchased
Agency mortgage-backed securities $ 338,229,598 § -
Private-label mortgage- and asset-backed securities 159,934,615 -
Options 115,626 -
U.S. Treasury securities - 265,372,104

$ 498,279,839 § 265,372,104

6.  Trading Securities Purchased Under Agreements to Resell and Sold Under Agreements to
Repurchase

At December 31, 2004 the market value of trading securities purchased under agreements to resell

was $265,372,104. The market value of trading securities sold under agreements to repurchase
was $305,561,647.

Resell and repurchase agreements are collateralized by U.S. Treasury securities or various
mortgage- and asset-backed securities. Collateral is valued daily and the Company may require
counter-parties to deposit additional collateral or return collateral pledged, when appropriate.



Residential Funding Securities Corporation
Notes to Financial Statement
Year Ended December 31, 2004

7.  Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(“Rule 15¢3-17), which requires the maintenance of minimum net capital. The Company has
elected to use the alternative method permitted by Rule 15¢3-1, which requires that the Company
maintain minimum net capital equal to the greater of $250,000 or 2% of aggregate debit balances
arising from customer transactions. At December 31, 2004, the Company had net capital of
$139,728,112, which was $139,478,112 in excess of its required net capital of $250,000.

8. Affiliate Transactions

Amounts payable to Affiliates at December 31, 2004 relate to unsettled funds associated with
intercompany borrowings, obligations under the Company’s tax sharing arrangement and certain
other transactions with RFC.

The Company has also entered into a loan agreement with RFC which provides RFC the ability to
borrow funds from the Company on a limited short-term basis. All outstanding amounts pursuant
to this loan agreement accrue interest at a floating rate per annum equal to the greater of the short-
term commercial paper rate or the average cost of short-term funds to RFC. This loan agreement
with RFC matured on March 25, 2004, and was automatically renewed for another year, per the

agreement. There were no outstanding receivable amounts associated with this loan agreement
during 2004.

At December 31, 2004, the Company had $104,228,646 of borrowings outstanding from its
Affiliates, including $100,000,000 of subordinated debt (Note 9). Outstanding borrowings, other
than subordinated debt, accrue interest at a floating rate per annum equal to the average cost of
RFC’s short-term funds. At December 31, 2004, the interest rate was 2.96% and the weighted
average interest rate during the year was 2.37%.

During 2004, the Company underwrote approximately $8.6 billion of mortgage-backed and asset-
backed securities issued by its Affiliates.

RFC provides the Company with all administrative and trading personnel, as well as various other
administrative services, including equipment rental, data processing, maintenance and other
corporate services. An Expense Sharing Agreement has been executed between the Company and
RFC. As detailed in the agreement, expenses estimated to reflect all operating expenses related to
the business of the Company are allocated by RFC to the Company. This agreement may be
amended from time to time by a signed memorandum between the entities.




Residential Funding Securities Corporation
Notes to Financial Statement
Year Ended December 31, 2004

10.

Subordinated Liabilities

At December 31, 2004, the Company has two subordinated debt agreements with RFC, totaling
$100,000,000, which satisfy the provisions of Appendix D of Securities Exchange Act Rule
15¢3-1. These agreements were approved by NASD Regulation, Inc. and are therefore allowable
in the Company’s net capital computation. The first subordinated debt agreement was entered into
during 2002, totaled $50,000,000 and matures on April 30, 2005. The second subordinated debt
agreement was entered into during 2003, totaled $50,000,000 and matures on April 30, 2006.

The Company’s outstanding borrowings bear interest at rates based on its Affiliates’ specified
commercial paper rate. At December 31, 2004, the interest rate on borrowings was 2.96%, and the
weighted average interest rate during the year was 2.40%. Because of the related party nature of
this subordinated debt agreement, the Company is unable to determine the fair value of this
financial instrument. Accordingly, the fair value of this subordinated debt agreement may differ
from its carrying value.

Derivative Financial Instruments

The Company utilizes a variety of derivative and other financial instruments for trading purposes
and to manage interest rate risk. These instruments include mortgage-backed securities, mandatory
forward delivery and purchase commitments and option contracts. Risks arise from the potential
fluctuations of interest rates during the term of these contracts.

At December 31, 2004, the notional amount (which does not represent the amount at risk), the
carrying amount included in trading securities owned and the fair market value of the Company’s
derivative financial instruments that are used for hedging purposes but have not been designated as
fair value hedges are summarized as follows:

Notional Carrying
Amount Amount Fair Value
Mandatory forward delivery and
purchase commitments $ 214,645,000 $ 47,802 $ 47,802
Options 200,000,000 115,626 115,626
7
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